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January 11, 1995

The Honorable Reed E. Hundt, Chairman
Federal Communications Commission
1919 N Street, N.W.; Room 814
Washington, D.C. 20554

Re: Amendment to the Commission's Rules Regarding a Plan
for Sharing the Costs of Microwave Relocation; WT
Docket No. 95-157, RM-8643

Dear Chairman Hundt:

The Personal Communications Industry Association ("PCIA It) and numerous C
block applicants (referred to jointly herein as the "Parties") are pleased to respond to the
Federal Communication Commission's ("FCC" or "Commission") Notice of Proposed
Rulemaking regarding microwave relocation. I The Parties strongly support the FCC's
efforts to move expeditiously to address and resolve the important microwave relocation
issues affecting the PCS industry. PCIA, as the trade association for various PCS
providers, including many C block applicants, has played a central role in developing the
consensus recommendations that have now been proposed by the FCC. The C block
applicants, representing small businesses, rural telephone companies, businesses owned
by minorities and women, and other entrepreneurial entities, seek to assist the FCC in
expediting its proposals so that the deployment of PCS may commence. The Parties
urge the Commission to adopt their recommendation to improve the relocation process
by eliminating completely the voluntary negotiation periods for both safety and non
public safety entities.

ABUSE OF THE RULES BY MICROWAVE INCUMBENTS

The Parties are concerned about the current abuse of the FCC's voluntary
transition rules by microwave incumbents. In its submissions to the Commission, PCIA
described numerous instances in which microwave incumbents and their advisors wer~
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misusing the rules to secure windfall profits. 2 The following examples were documented
by PCIA and represent only a few of the actual extortionary demands encountered by
PCS licensees during the negotiation process:

• In exchange for the 2 GHz frequencies, the Suffolk County Police
Department requested not only a total digital microwave upgrade,
including all enhancements, but also additional revenue of $18 million "as
an inducement to consummate this negotiation in a timely manner. ,,3

• An equipment manufacturer quoted a relocation price of $225,000 per
link, including an equipment upgrade. The incumbent demanded
$400,000 in cash for each relocated link, which is more than 70% above
the actual relocation cost. During the negotiation period, the incumbent
attended a seminar on the "value" of these frequencies to PCS licensees.
As a result, the incumbent rescinded its $400,000 offer and demanded at
the minimum, $1,200,000 per link. Based on this figure, the relocation

2See Letter from Mark Golden of PCIA to Chairman Reed Hundt, RM-8643
(filed September 22, 1995)(containing examples of unreasonable demands by microwave
incumbents). In addition, PCIA has discussed and sent materials on these issues to the
Chairman, the Commissioners, and their staffs on numerous occasions. See, e. g.,
Letter from Jay Kitchen of PCIA to Chairman Reed Hundt (filed Apr. 4, 1995)
(discussion difficulties with the microwave relocation process); Letter from Jay
Kitchen of PCIA to Regina Keeney (filed May 25, 1995)(requesting that the Wireless
Telecommunications Bureau take several actions to remove procedural uncertainties
facing the PCS industry); Letter to Secretary William Caton regarding Ex Parte meeting
of Jay Kitchen, Richard Wiley, and R. Michael Senkowski with Commissioner Ness and
Mary McManus (filed July 6, 1995); Letter to Secretary William Caton regarding Ex
Parte meeting of Jay Kitchen, Richard Wiley, and R. Michael Senkowski with Chairman
Reed Hundt, Dan Phythyon, and Ruth Milkman (filed July 10, 1995).

3See Exhibit A.
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costs for twelve links would be $15,600,000. That figure is $12,900,000
more than, or almost five times, the actual cost to relocate the links.

• An incumbent, a municipality, has engaged a law firm to negotiate
microwave relocations with PCS licensees on the incumbent's behalf.
Without regard to the underlying systems or the actual costs of relocation,
the incumbent's negotiators demand $1,000,000 per link.

• The incumbent, a governmental entity, has four analog links which the
PCS licensee needs to relocate. The PCS licensee determined the cost of
providing comparable systems to be $760,000. The incumbent has stated
that it would like a cash payment, and it will do the relocation on its own.
The PCS licensee offered $800,000 for the relocation of all four links;
however, the incumbent twice refused to make a counter offer. Later, the
incumbent informed the PCS licensee that it wanted $1,000,000 for each
relocated link (a total of $4 million) and payment of its consulting fees of
$250,000.

These types of unreasonable demands are likely to become more outrageous as
microwave incumbents continue to take advantage of the voluntary transition periods.

ELThflNATION OF THE VOLUNTARY NEGOTIATION PERIODS

To eradicate the egregious conduct by incumbents, the FCC should abolish the
voluntary transition periods for both public safety and non-public safety licensees and
require only a one-year mandatory negotiation period for all incumbents in the PCS
spectrum. The FCC's rules are quite thorough and provide substantial protections to
microwave incumbents in the absence of the voluntary transition periods. For instance,
in order to relocate an incumbent, the rules require a PCS provider to:

• Guarantee payment of all costs of relocating to a comparable facility,
including all engineering, equipment, and site costs and FCC fees, as well
as any reasonable additional costs;
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• Complete all activities necessary for placing the new facilities into
operation, including engineering and frequency coordination; and

• Build and test the new microwave (or alternative) system.

These and other safeguards fully protect all incumbent licensees from any
disruption to their services from relocation. Consequently, the FCC should eliminate
completely the voluntary negotiation periods. The mandatory one-year negotiation
period provides ample time for the parties to complete their agreement.

HARM TO THE PUBLIC AND PRIVATE SECTORS

If the Commission allows the current relocation program to remain intact, the
government, PCS providers, and consumers will all be harmed. Prompt action by the
FCC will ensure that the vast benefits of PCS are not unduly delayed and that the
expected dividends from PCS auctions and deployment are not diverted from the
government and consumers to unscrupulous microwave incumbents.

Most importantly, the public would be denied new services and choices during
the delays occasioned by the current and lengthy transition periods. The current process
can take from five to seven years. 4 During that time, important new offerings and
capabilities are foreclosed from consumers.

The abuses currently plaguing the microwave relocation process will also
aggravate the disparities in the deployment of PCS. The C block applicants have had to
suffer through enormous delays from judicial stays, challenges to race-based federal
programs, and most recently, the government shutdown. The incumbents' extortionary
tactics, made possible through voluntary negotiations, will only further delay the
deployment of PCS services and disadvantage future PCS licensees.

4See Attachment B.
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Additional factors unique to the C, 0, E, and F block licensees suggest that these
licensees will suffer even greater hardships as a result of the abuses. For instance, the
smaller license areas (BTAs rather than MTAs) and smaller block size (10 MHz for D,
E, and F licenses) will handicap future PCS providers. These smaller areas will make it
more difficult to "engineer around" a microwave licensee who refuses reasonable offers
for relocation. As the auction process continues, these small businesses will be faced
with the choice of paying exorbitant relocation costs or delaying the deployment of
services, both of which could result in severe financial crisis. These small businesses
and entrepreneurs already lack the substantial financial resources characteristic of the A
and B licensees. Outrageous relocation costs will simply exacerbate the financial
disparity between the A and B licensees and the smaller C block entities. The FCC can
avoid crippling new entrants by eliminating the voluntary negotiation periods.

Ultimately, if the FCC does not eliminate the voluntary negotiation periods,
consumers will be the inevitable losers. A study on the cost of these delays by Professor
Paul R. Milgram of Stanford University conservatively estimated that abuses of the
transition rules by microwave incumbents and their advisors are currently costing
consumers nearly $4 million per day. 5 This study also predicts millions of dollars of
additional losses from delays in the commencement of service on the C, 0, E, and F
blocks. The FCC can limit the harm to consumers by abolishing the voluntary
negotiation periods.

As a final matter, elimination of the voluntary negotiation periods is also essential
to preserving the value of spectrum. The uncertainty surrounding the cost and timing of
relocating microwave incumbents will affect future spectrum auction revenues. The

5Letter to Chairman at Attachment C (Estimate of Losses to Government and
Consumers Resulting from Microwave Relocation Rules by Professor Paul Milgrom,
Stanford University).
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Milgrom study estimates, in fact, that such auction losses could amount to $1.9 billion in
foregone revenue for the U. S. Treasury. 6

CONCLUSION

The Commission must act now to stop abusers of the existing relocation ground
rules. The best way to eliminate the egregious conduct by incumbents is to eliminate the
voluntary negotiation periods and require only a one-year mandatory negotiation period
for all incumbents in the PCS spectrum. As long as incumbents are allowed a voluntary
negotiation period, some unscrupulous incumbents will continue to seek windfalls and
frustrate the deployment of PCS services. Elimination of the voluntary negotiation
period will ensure that the FCC's rules succeed in their intended purpose: to ensure the
prompt deployment of PCS while protecting microwave incumbents I rights to full cost
compensation and a comparable system in alternative spectrum. The Parties respectfully
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request that the Commission remain committed to ensuring the rapid deployment of PCS
products and services and to preventing the loss of future auction revenue by eliminating
the voluntary negotiation periods.

Respectfully submitted,

By:
E Jay Kitchen, President
PERSONAL COMMUNICATIONS
INDUSTRY ASSOCIATION
1019 19th Street, N.W.
Washington, D. C. 20036
(202) 467-4770

Paul Kimura, President
BRK Wireless Company, Inc.

Edward B. Ormsbee, General Manager
Cal-Ore Wireless

G.M. Hutton IV, Executive VP, Operations
Clarity Wireless Comm., Inc.

M.H. Mike Czerwinski, President
EATELCORP, Inc.

John A. Malloy, V.P and General Counsel
GO Communications Corporation

Richard E. Kinder, V.P. Business Dev.
Indus, Inc.
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Eric Steinmann, Managing Partner
KEC Partnership

William Yu, Secretary
Longstreet Communications Int' I Inc.

Jerome A. Vigil, President
Loralen Corp.

Robert D. McLeod, President
Lubbock Radio Paging Services, Inc.

Christopher Mantle, Managing Partner
MAP Wireless, L.L.c.

Jeffery Smith, Vice President
Mountain Solutions

Frank Noverr, President
Noverr Publishing

George Schmitt, Executive V. P.
Ominipoint Corporation

Clayborne C. Curtis, President
Oreque , Inc.

Robert Martin, President
PCS Dev Co., Inc.

Rhonda G. McKenzie, Managing Partner
PCS Plus, L.L.c.
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cc: Commissioner James H. Quello
Commissioner Andrew C. Barrett
Commissioner Rachelle Chong
Commissioner Susan Ness
WT Docket No. 95-157

Marshall W. Pagon, President
Pegasus Communications Portfolio Holdings

K. Philip Hwang
PerComm Serv, Inc.

Minki Kim, President
Point-to-Point Communications, Inc.

Mark R. Erickson, Jr., Operations Manager
Polycell Communications, Inc.

Darrell Maynard, President
Southeast Telephone

Arthur M. Isley, Jr. Manager
3 Rivers PCS, Inc.

Michael J. Tracy, Partner
Wireless Telecommunications Co.
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To Whom It May Cnncem:

STAA"FORD L~SI1Y
DEP"R~ Of ecoNOMlCS

STA."iFORD, CALiFOIt'-1A ""30~2

~: (415) -:-:"-""3397
Fax: (4lSi ":':.5·5-::

September 1. 1995

Thave been a.skcd by PlCJ1ic Bell lu ~tiIUt& two kinds of losses thal \he gO\lel'11IIW1t and
consumers may suffer as I n!Sull 01 lbe C~Dt rulcs iOV=rtU.Ci miaowave relocation. The first is
the loss of revenue: to the Treasury in auc:tiODS for the C. D. E. and F-band PCS licec.sa resulLina
from the demand4; hy microwave Iicec.sees for premium payments before relocatina mic;:rT;)Wi\le
1i.nJcs. Recent demands from microwave incumbents bave called for payments of S1 million pet
link. comp~ to aa e.stimaL-.I actWLl reJocarion cost of 5200.000 for ~ 1verace link. Such
de:n.aJ1ds directly reducc the value of the PeS licc.nses to potential bUYeR. If receDt c1elIW1ds are a
fair indication of evcntual settlc.mcnts and jf premium casu arc m.ared equaJly amona affected PeS
providers. the 1055 of auctinn revenues would amount [0 S1.9 billion. Smalle.r demands ~r

compromise settlements could haJve the cost to about $900 millioa.

The second IciJld of loss is thai suffered by consumers as a result of delays in initiatin, pcs
services. The eurrent rules cncourale microwave Usc:I to utilize threats of delay to iJ:lcreue their
bargaininl power. ~ince deJa~ are costless to tbem but costly to the PCS providers. The loss U:I
CODJumet surpha fram delayina the i.atroductioa of PeS services OD the A aad B bands nation
wide, conservatively estima_ amou.nts lO S" million per month of delay, while the lo~~ of delays
in introduci.na services in the C blind iUlounti to at leur 511 million per IDODth. Undu less
conservati\le estjmercs, the costs could be sevenJ tU:Da higber thaD this.

Additional backgrouDd for the~ c:aJCUfarloDS arc proVided ill the attached SWelDlGl

R.espectfu11y l1&bmjtted.

&21~



Statement of Paul R. Milgrom

1. My name is Paul R. Milgrom. I am the Shirley and Leooard Ely. Jr. Professor of

Hu.manities aod Sc.iel:lca and Professor of Ecooomic.s at Stanford University in Stanford,

CWfornia.. 94305.

2. I received an A.B. de~ in Mathematics from the Univm-iry of Micblgan and In M.S.

in Sliltistics IDd I Ph.D. in Businesl from Stinford Ua.iversity. My aC"N1emic ~i41ty is

mic:roecoaomic theory and comparative economic: institutions. From 1990-1994, (was coeditor of

t.be Anwrican £CoMmie RlVw. I have tlso served on the editorial boards of several other

economics joumllls. I am the author of morc than sixty books iU1d articles and have been the

recipienr of numerous awards and boDors, incJudin& Fellowships in the American Ac.demy of Arts

and Scieace.s and the Econometric: Society. I have also received Fellowship gr"'.ats from lhe 10hn

Simco GuUcnheim Foundation. the ~Qtu for Advaaced Study in the 8eh~vioral Scieoces, ~

the Center for Advanced Srudie5 in Jc:rusiilem. My curriculum vitae is machNl

3. Thave devoted considerable ti.me and attention to telecommWliatioas issues. especiiiLly

ones coac:aninl Persona! Communications Semces (PeS). Since November of 1993. I h.lve fileci

ain~ aftidavits or swements with the Federal Communications CommissioD relardinl PeS·related

rna.t:ter1. inc:lucW1& two that wcw C-V-iWthored with my coDe.IIUC> SWlford Profesaor Roben WilsoJ1.

1leted U aD advise to Pacific Telesis Mobile Services dl.lriDl the rec:entl)' completed auction .. of

broadband PCS lic:=ses. In 1m TflJed an aflidavir i.D coaneerioa with the motioa to termiDlte me
MPI. In 1984, wfa the MPJ pnapiwed I restrueturiDa of certain contraets betweca ATclT aDd

the Southam New Eqlaacl Te.lepboae CompaDy {SNEn. ladYiled SNBT about the reneaotiatioD

of its COIl1IW:IL

4. My odliIr cxperieacc with reau1atory mmus is divaa II iDcJudes testimDAy liVID to lhe

Fedeft1 EneraY RepJItGIy Commj'siaa concemin. pridq 011 die Tran.-Alub pipelli1e.

teStimony II trial coocemiD. the economics of the insuraDce c:.onU"ICtiDI. aad writteD testimony

conccmin& eDvironmenw re&U1I1iOD !1ed with the Nltiaaal Oc:Anoar;phic: aDd Atmospheric

AdmjnistzlEioa (NOAA).



S. Thave been asked by paclfi.c Telesis Mobile Services (PTMS), the high bldder in au£:uon

-.4 for the B·band li~n5es covuiLlC the Los A.o.geJe.s and S~ Francisc.o MTAs, to cc~t 00 !.be

likely costs to :or~,~ and the govern.tnetlt resultins from bargaining wi~ microwave liccClSees

whose operatioc.s would sutre.r interfereocc from PeS OperatiolU. These casts jncl~ ~oas Ul

fuNre gO'lernmeot a.uetiOQ reveoues aDd probably llho include reductioas in coasum.cc surplus

resulti.n& from delays in the inO"Od.uction of PCS services

6. Any sucJl calculations necessarily n:,st on I forecast of the outcome of batiaining between

the PeS provicUn and the microwave licensees, Data about PeS providen wi.lliD.~ to pay and

bargainin, postures are confidential aDd uaavailable, so I b.ave b:.M:f to rely 00 informJliOD about the

microwave providers initial demands. A ~ond e..~ation issue ariseI from the fa.:t that most

existial rmcrowilve W:W are vulnUlblc to interference from rnore thaD one PeS frequency. ~

those siroations, my esLima%e of the revenuc impKt OD future auctions will depend on bow the costs
of re10catiac miaowave links will be apportioned amaDI the illterf'e:riol operations. For tbesc

calculations, I haveus~ thar where multiple services would interfe:e with a l.i.Dk. any paymcats

to microwave licensees are sbarcd equally among io\Crferin& service providers.

Sum...,

7. III my opinion, the 101_ associated with aDy delay in beainnjnl PCS servic:eI caused by

nqotiatioDJ befwcca poiDI to poiDt microwave uscn IDd PCS HeeDS_ would be vert lar... Tbe

fiDancial demaDds ofmicrowave U5CI'I reduce the attneti~e:DeII of PCS 1iumca,. to be auctioned.

1! the recent tfcmMdI made by microwave lic:ea.sce.s arc rqn:senwive of barpiJWla outcomes,

10SIeI in p.mmat lUCtiaa reVfDUM fTora sales of the C D, B, aad~ U I result of

paymeatl to micrawa~. UICrI would toW betweea $930 millioa aDd $1.9 bUlloa. Delays U1

deliveriD. PCS JerYicc u a JeSwt ofprocraacd bllJainiDl are tibwi5e CCItly. I measure tbeae com

in =ms atatOll 01 conswner swplus l"ISuJtiDl ill a oae-moatb delay ill the service initialiCID for

aU licenses iA t!Ie A aDd B baDda or ill the C biuxL Usiq the rDDIl COIlMtYaDVC estimatioa

procedure, losses in COI1luma' surplus accrue It • 1"Il8 of $!! miWoa pet moads of delay for tboc A

and B-bud semcel. IIIld 511 milliOll per month for the C-bIAd service. Leu COGSCtYllive. bul
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rathcc mo~ l.ik.ely est:iIIwioo s.;.eOlnO; ~tai.I lo~~es many t.imes hlghu S22S million per mooth of

d.e.ay fOf t.he A aDd B-bands and 535 million per month for the C·band.

Barpininl with Pomile PoiAl ~crowav. eM"
8. I"CS w-vice rules provide that l.i..censees must rcloate microwilve l.i.nk.s wIth \\I~cb the~

services illtetfc~ There are about 4.500 such lWc.s in lba U.S., affectin& all six pes band", of

which some 3227 aff=t the C. D. E iADQ F bands. The rules provide commercial microwave u.sen a

z..yeu voluntary relocmOQ period followed by I I·yur maada1o~ relocaion period. For public

service entities there i!\ a 3·ye.ar voluntary period foUowed by • 2·year maodaLury period. MAny

microwaves uscn are now requesting paymc.n.tS of between S4OO,OOO and $800.000 per Link above

and beyoad the provision of compar.lble fil:ilitics to move before the mandalory deadline.

9. !be sequential and rnultila%elll aarure at these Deloultioas makes it likely that

b4ll1'aWU.na will lead to a large amount of lost value far PCS lic.ensc.e:s. Fearinl thal t.be first

seulements will set I precedenl for lau:r ODeS. PCS providen are likely to resist iDitial demlU'tds for

extft compensation. while miaowaV& licensees have little or nominl to lose by delaying Lheir

reloealiol1. Initial barpinin, is therefore likely LQ be diffial1t. m.akU11 ~tl)' delays probable.

10. rr Lhe ruJa IOvcmi4& microwave refocaioa allow tba incumbents to ntraet premiumv.

bidders (or the C. 0, E. and P-blDdI wiJ1 factor those premiums into their busiaess plms IS a cast

nf initiatinl service. Par nunpte. • camplDy thal expects to haw to pay premium COIlS of

$400,000~ JiDt far 100 liDb to iDitillC service ia ~me BTA wiD subtncL the $40,000,000 in

p~mium pa)lDlllCi i.I cakuWiA, the value 01 tha lic.enJe. 1%1 maxjmum price would be

c:orrespoadiqly·nlduced. SiDcc it Is the muimum pdc:e of the bidder widl me secoad bipst value

dw detarmina tt. lUdioa~ tbc l1et mull wouJd be a $l1O,ooo,ooo~ca in th& price for

this individual Ueen. AssnmtDI~ tb8 mictcwave lielDMl DqOCiIIIIa pnmiwn paym=t of

$400,000 to saoo.ooo pa' lint ill additiClD to the direct reJocalico cosu aDd thM me premium cost

for each link is shand cquaJJy amoaa the PCS Jieen~ wboM wMca would intafae, and

recoanizinl thai 3.227 links iJlte:.tfcre with the C, D. E. aDd F-baDds ~tiOQw;de, Texpea thlt me

'-



4

total auction prices of the licenses in the C. D. E and F bands would be rcduccd by $930 million to

S1.9 billion. I

Con.l;llD\er Surplus Computatlou2

11. The lallest cost of any ~cllY in inscmti.ol PCS ~ces would be borne by~~

in tbe w~less W:1ustry. for whom access to PCS sc.rvic:es would be delayed and wbo would pay

higher (lriees for ceUular services due to the abse.nc.e of PeS competition. Esrimales of the loss of

consumer swpJus pet month from delayed entry depeod 00 assumptions about the naN:re of

competition and L.be efl"ecti'Weness of rel:U1atioD io the industry. as well U aD foreca.su of de:maDd.

Howevu, l!"Vtm lhe most rough-lI1d-rcady estimates ~ow th~ the cost is very larp. Currently.

cel1uJu service is providtitd by what is essentially I duopoly. It the iD~OD of the PeS A and B-.

bud competitoMl into the wireless services market led to price reductions of juS! 10~ with Q~

COQsequcDt expansion in demand it would still iDcreaJc eoosw:ner surplus by 111 amount tq\W to

1~ of the existi.aa indLlSU)' revenues. AJ of the l"m rner of 1*. annualized industry revenues

amounted to approx..i.awely $6.5 billion.3 Jeldinl to III cstimaled I"~n for COD.Summ of 5650

million per year. Similarly, if entry of the C-band provider led to price reduction of ~". the

~'tjmatrd gaiD for con!liumers would be 5130 millioa per~,

12. The precedinl ettim·... howev.., .. probably COO low. Beeaiue ev.. CODJUVwve

J.UUmpdoDl about demaDd can 1eId to very Iarae estimat• of tbI: lou of c:on.~ surplus from

delayed entry,! have CQal1rUCted my estimatel usUll conservadve usumpdoas about demaDd. Ftm.

despite lhe pmistat JIO'Ndl ofdemand~y experienced and forecast by almost evezy pundit. 1

usuma that _Kale of tbI wircIea markel iI fixed II tbe 1eveI1ItaiDecl ill tile Sll,.,... of 199-4.

Second, de.. flllim.. wbicb show lhMl demaDd for witeIeII YMCII hoM teDded to be quite

'This caL:uWioa u.teI iAformtdoa suppUed by PIci& Bell Mobile Sen1caI abcUl wbieb
particular PCS bands would iAtafere whh each particular mkrawaw 1iMI.

Jorbese cakWaaoDi iDcorpOrafe and extaad the ODes in 1121 S"remenl to !be AX ofMay, 199.5.

'1M Wlr.la.f C~tJliDrLfTNlMJt". Doaald»oa. Lufkia cl 1emeaa, Wimer 1994-1""
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inelastic. I assume that wireless sctVict demand has ullitity elLSticity, which is the a~c elasticity

for ill prodUet5 in the economy.· Third, in order to focus OD the beneficial e~eeu of competition for

cocsum.e.rs, I ti~ that~ is in absence of ~rWaLioa that either rw.cs or depresses pri~.

Fm.aily. 1 a.s.sume that the parties have equal co.sts ind ~Iace in CoW'Uot competit,joa. which lS a

J.Do&:l"".u~ cmd widely used specification of the intensity of competition amonl wiroess providen.

13. With these assumpdQD£. the e'Yentua! c6ec:t on cocsumer swpJu.s of ~ini the

Dumber of competitors in I market from two to rOW' - the COttY of the PCS A and B-band licensees

- would be I flfty percent (SO,.) i.Dat.ue mthe 'Yolw:ne of v.i.relesI callinS. a thirty three percent

(33~) reduction in !he plica of win:.less sct'\'ic..~. and an iJlcrease iD col1Sumer surplus of

approximately $2.7 billion per year. The enuy of • fltth competitor. the C-baDd liccllScc. w~d

increase volume by an additional seVeIl pe:t:eDf (7~) and lo~er prices by aD additiorW six percci1t

(6CJrD) leadU11 to aD mcru.se in coa.sumu surplus of approltitDltdy of $420 milliOll per year.

Delayinl the day wbea these DeW ezltries ocau amoUDts to deJayiDl the time II which consumers

tint becin enjoyinl this enormous beaefit.

14.1"b: pn:ccdiD. eaJculazioa hal usumed that the m.Il'Ut adjusts jmmedialCly to the altry

of DeW competiton IDd thlt the si2a of the market Il tbc timI of enay is the same u its cumnt size.

More realisticallY. we 'Maulcl cxpec:t. del.~ Idju.stmeDt aDell aroWI marUt. If. u expected. the

r2Ia otpowth in tbe re1&Y1IIt fU1In period exceeds !hi real rile 01 iDtItesc. then accomtiDl rCl' both

of these eJfc:ca would furtbIlr iDcreue me coasumer swplus .rim...

15. II is moll Jibly thI&. if eM ru1ea remai.D UDCbmaed.. bach of tbI kiDdI of costa dcacribed

ill rhis rNIIftGI'IDdual wW 'be iDCUon'ld. n.. will ceztaWy be • toa of IUCtica rewa.. to me

~ aa amda\'k to till Commiuioa da&cd Septemblr 14, 1994. Profeaar Iury Ha"'1ND
estimared the priee-cluticity of dementi to be -0.401 with. scaacs.d emx of .15'.~ the cuaoma'
bue for wiRJess suvicea expaadl. demtnd may become more elillie. Siace rzKn eJutic demand
leads 10 lower estim"M of the IdditiODll CODSumet surplus tram iDga.sed competirion. 1have used
such all estimate ba'L
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iove.rD!DCnt amounting to hundRds of millions, or perhaps billions of dollan. In additioQ, thue WlI1

prob~ly be a loss of con.'"lmef surplus iIDounti.ng to hundreds of millions of dollars.


